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TAX SIMPLIFICATION 


HE complexity and confusion of the federal tax law 
have finally reached such proportions as to compel 


action by Congress toward simplification even in the midst 
of the war effort. The Ways and Means Committee has al- 
ready begun to deal with the individual income tax, Despite 
the difficulties involved, this will be the easiest part of the 
whole undertaking. The interest that has developed war- 
rants the hope that the tax simplification project will have 
enough momentum to carry it across the entire field of 
federal taxation. It would thus become one of the most 
useful contributions that could be made to postwar busi- 
ness stability. It is proposed to discuss here, briefly, some 
general principles that appear to be involved, and some 
practical suggestions that have been made for dealing with 
the problem. 


The rising demand for tax simplification is an illustra- 
tion of Emerson’s law of compensation. The pendulum of 
change swings from one side to another. Great abuses 
tend to produce great reforms. The French Revolution is a 
classic example. Also, too great and too pious reforms 
tend to produce abuses. The prohibition era demonstrated 
this fact. Excessive executive encroachment produced the 
recent revolt in Congress. 


The particular application of this philosophical thesis 
to be made here is that the abuses of taxation now appear 
to be on the verge of producing reforms which may be 
notable in their scope and consequences. The tax laws, and 
particularly those relating to income taxation, have become 
steadily more difficult to understand and apply. Long ago 
the taxpayers themselves gave up trying. Their lawyers 
succumbed next, and now even the American Institute of 
Accountants is ready to admit that its members cannot 
cope with the law. At the 56th annual meeting of this 
Institute, held in October 1943, a resolution was adopted 
calling on Congress to take action, through a qualified non- 
partisan commission, to “write a simple revenue law which 


will express a permanent and consistent policy of federal 
taxation.” 


The best statement of the case for tax methods that are 
simple, clear and understandable was written by Adam 
Smith, in his second maxim or canon of taxation, It is as 
follows: 


The tax which each individual is bound to pay 
ought to be certain, and not arbitrary, The time of 
payment, the manner of payment, the quantity to be 
paid, ought all to be clear and plain to the con- 
tributor, and to every other person. Where it is other- 
wise, every person subject to the tax is put more or 
less in the power of the tax-gatherer, who can either 
aggravate the tax upon any obnoxious contributor, or 
extort, by the terror of such aggravation, some present 
or perquisite to himself. The uncertainty of taxation 
encourages the insolence and favours the corruption 
of an order of men who are naturally unpopular, even 
where they are neither insolent nor corrupt. The 
certainty of what each individual ought to pay is, in 
taxation, a matter of so great importance, that a very 
considerable degree of inequality, it appears, I be- 
lieve, from the experience of all nations, is not near 
so great an evil as a very small degree of uncertainty.1 


There are various points at which modern taxation sins 
grievously against this principle. An important reason for 
lack of certainty in the case of many taxes is the degree to 
which reliance is placed on what is described in the tax 
laws as the “judgment” of the assessing officers. Basing 
one person’s tax on another person’s “judgment” as to what 
the base of the tax should be is always a risky, and some- 
times a dangerous business. It is a prime source of the 
arbitrariness in taxation that is warned against in Smith’s 
maxim. 





1 Adam Smith, The Wealth of Nations (Cannan Ed.), Vol. II, p. 778. 
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The bad results that flow from too great reliance on the 
so-called judgment of the assessing official have long been 
a commonplace in the case of all state and local ad valorem 
taxation. As David A. Wells said about perjury in local 
tax returns, “it is so familiar as no longer to excite notice.” 


The concern here is not with the state and local assessing 
practices but with some aspects of federal taxation. Many 
federal taxes involve the exercise of judgment in arriving 
at the tax base. It is always, at the outset, the judgment 
of an administrative officer rather than a conclusion arrived 
at by judicial processes. Nor are these administrative de- 
cisions, or judgments, always subject to judicial review. 


Such extensive departure from objectivity has, no doubt, 
been due quite as much to misconception as to intent. For 
example, in the case of the income tax, there is a popular 
belief that income is a solid, objective fact. It exists. Its 
determination is thought to be simply a matter of certain 
arithmetical operations of addition, subtraction and multi- 
plication. On no other hypothesis can one explain the kind 
of tax rates that have been imposed on business and in- 
dividual incomes. There is evidently assumed to be a 
finality of accuracy in the process of determining taxable 
income which sustains the legislative intrepidity. When one 
is dealing with the eternal verities he is standing on the 
solid rock of absolute truth. And when one has reached 
the bedrock of truth, a tax rate of 90 or 95 per cent has 
its own foundation on that bedrock, 


In all but the simplest cases, income is not a crystal-clear 
objective fact like a multiplication table. It is an end result 
that is obtained after many steps have been taken, each 
involving in some manner an exercise of judgment, or a 
plain guess, or in some cases a hopeful prayer. This is 
always true of business income. The technique of account- 
ing involves frequent resort to what may be regarded either 
as judgment or more or less well-informed guessing. The 
figure which the accounting procedure produces under the 
rubric “net income’ can be accepted as valid only on the 
assumption that the judgments made down the line were 
reasonably sound. On the other hand, if there were to be 
a tax rate of only 5 or 10 per cent on business income, 
certainty would still be important but the consequences of 
variations in judgment would not be too serious. When it 
is proposed to take almost the whole of what is determined 
to be income, the methods of determining that income ac- 
quire great significance. The combination of attempted 
precision and of personal judgments which can never be 
actually precise are reminiscent of the man who stepped 
off the distance around his field and then used seven- 
place logarithms to calculate the area. 


These comments lead to the conclusion that progress 
could be made toward greater certainty of business taxation 





if the tax authorities were to accept the results of estab- 
lished business accounting for tax purposes. While it 
would still be true that income, as ascertained by such ac- 
counting, would be only a careful approximation, taxpayers 
would enjoy as much certainty as would be possible and 
they would be spared the ill effects that necessarily flow 
from an arbitrary disregard of these established methods. 


Another source of uncertainty, in the case of the income 
tax, has been the frequency of amendment. Since the first 
act, passed in 1913, twenty major amending enactments 
have been voted. Taxpayers have never had a chance to be- 
come adjusted to a particular set of requirements, because 
of these frequent changes. The practice of applying new 
provisions retroactively has added to the confusion and has 
transformed uncertainty into chaos. 


There is a sentence in the middle of the Smith maxim 
quoted above which has a peculiar application under mod- 
ern income tax administration. It is the one which speaks 
of the taxpayer being in the power of the tax-gatherer, In 
Smith’s time the perquisites referred to were obviously 
bribes. It is possible that occasional instances of this sort 
still occur, but the current application generally takes on 
another form, particularly in connection with the system of 
assessing additional back taxes. Each field auditor is as- 
signed a quota of back taxes to be imposed upon tre- 
examination of past returns. It is commonly reported that 
those examiners are rated and promoted on the basis of 
their efficiency in achieving their respective quotas, To do 
this may involve, in addition to the detection of outright 
errors in those returns, arbitrary reduction or disallowance 
of deductions, the juggling of items from one year to an- 
other and other devices. The tax-gatherer’s perquisite is 
recognition and promotion in the service, but it can be as 
effective a stimulus to tax extortion as any practice em- 
ployed by the publicans of the 18th Century. 


These and other bad administrative practices are pos- 
sible because of the obscurity and complexity of the law. 
In turn, the law as it now stands is the product of innumer- 
able amendments, many of which were introduced for the 
purpose of plugging real or fancied loopholes. And at 
bottom, the loopholes that were not caused by the process 
of plugging other holes were the product of an obscure 
and foggy tax policy. There has never been a clear per- 
ception that in dealing with income it is a question of 


’ relative rather than of absolute truth. 


No emphasis of the point is required to demonstrate 
that the task of improving the tax law through clarification 
and simplication, if done thoroughly, will be long and diff- 
cult. Now that there appears to be general agreement as 
to the need and desirability of tackling it, the question of 
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the best procedure arises. The following matters seem to 
be fairly clear: 


First, regardless of what may be set up by way of a 
distinction between a simple and straightforward rear- 
rangement of material and a recasting of language, .n one 
hand, and a redefinition of some points of tax policy, on 
the other, these two aspects of simplication cannot be kept 
wholly separate. It should be understood from the begin- 
ning that decisions on policy must be made as the weeding 
and pruning of verbiage proceeds. 


Second, changes in the law are properly the business 
of Congress acting through an appropriate committee of 
each House. While this is true only with respect to a tax 
measure viewed as a project of law, and while it is there- 
fore conceivable that a group of qualified citizens might 
draft something that would be acceptable to the Ways and 
Means Committee for its consideration, there is every rea- 
son, on political and strategic grounds, and there may be 
some on constitutional grounds, for giving an important 
place to the Congressional Committees initiaHy responsible 
for tax legislation. The logical agency would be the Joint 
Committee on Internal Revenue Taxation. 


Third, a thorough and satisfactory job will require the 
advice and assistance of accountants, lawyers and others 
who have had actual experience with the law, It is not a 
job to be done in an ivory tower, nor can it be done in a 
committee room by means of public hearings. A select 
staff of experts is required, not the run of mine type of 
expert found in the Treasury or the Bureau of Internal 
Revenue, but the kind of special expert who has struggled 
with the law and the regulations on behalf of paying 
customers. 


Fourth, it is not a nimety-day or a six-months’ job. 
Enough time should be allowed to permit the work to be 
done in a thorough and orderly manner. 


To date, three proposals have been introduced to im- 
plement the general idea of tax simplification. Each of these 
has useful features, and a plan which would be in essence 
a composite might be the happiest modus operandi. Two 
of the plans are in the form of joint resolutions intro- 
duced by Representatives Carlson and Knutson, respec- 
tively. The third is a bill introduced by Representative 
Forand. 


The purpose of the study, as set out in the Forand Bill, 
is to make recommendations for a simplified and consistent 
tax policy. The Knutson Resolution proposes to provide for 
a streamlined, simplified and coordinated federal tax sys- 
tem. The Carlson Resolution takes in much more territory, 
as may be seen from the declaration of policy set out in the 
Resolution: 


(1) To simplify the federal tax system, including the 
forms of taxation, the statement of the law, tax 
returns, and the methods of administration ; 


(2) To establish a streamlined, long-range, integrated 
federal tax policy designed to meet present and 
postwar financing needs; 


(3) To raise the necessary revenue for the support of 
the government with the least possible burden on 
individual taxpayers and business enterprises and 
with the greatest possible incentive to capital in- 
vested in production enterprise; — 


(4) To base federal taxes, insofar as may be practicable 
and expedient, upon the principle of ability to pay; 

(5) To alleviate hardships and inequities in the appli- 
cation and administration of the internal-revenue 
laws; 


(6) To minimize double taxation by coordinating the 
federal tax system with those of the state and local 
governments ; 


(7) To prevent tax evasion and avoidance; and 


(8) To make such other changes as will improve the 
federal internal-revenue system. 


Both the Forand Bill and the Carlson Resolution provide 
for commissions composed in part of Senators and Repre- 
sentatives and in part of outside experts. The total member- 
ship of the proposed commission is to be 15 in each case, 
but the Forand Bill would include two Senators and two 
Representatives while the Carlson Resolution calls for four 
members of each House with a corresponding reduction in 
the number of experts. 


The Knutson Resolution would establish the Joint Con- 
gressional Committee on Internal Revenue Taxation as the 
official body in charge of, and responsible for, the study. 
This committee is to be authorized to appoint an advisory 
council of 15. Both the Knutson and the Carlson plans 
contemplate representation among the outside experts of 
agriculture, labor, industry, individual taxpayers and con- 
sumers, in addition to accountants, lawyers and tax econo- 
mists. The Forand Bill provides only for lawyers, account- 
ants and economists. 


Under the Carlson plan a final report would be due not 
later than September 15, 1944, obviously too early a date 
in view of the magnitude of the task. A final report would 
be due on January 3, 1945, under the Knutson plan, but 
this is also too soon for other than an interim report. 
Mr. Forand would have the commission report from time 
to time, a device that would enable the commission to 
continue as long as funds were available. This plan is the 
only one which would compensate the members of the 













































commission, the basis being a per diem to be fixed by 
the President. 


If the good features of these three plans were brought 
together the result would be about as follows: 


(1) The Joint Congressional Committee would be the 
responsible agency, to be assisted by an advisory 
council. This council would include competent ex- 
perts but no special representatives of particular 
economic groups as such. It would be selected by 
the Committee, and its members would be com- 
pensated on some adequate basis consistent with 
their qualifications. 


(2) The frame of reference would include all of Mr. 
Carlson’s program except number 6, relating to 
federal-state tax coordination. This is a separate 
large problem, to be dealt with by conference be- 
tween federal and state authorities, It should be 
noted, however, that there can be no intelligent re- 
designing of the federal revenue system such as is 


(3) 
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contemplated in Mr. Carlson’s second point without 
some conception of what the federal postwar financ- 
ing needs are likely to be. An adequate canvass of 
these needs would add materially to the work re- 
quired of the Committee. 

Reports would be made from time to time, with a 
final report due whenever the Committee’s advisory 
council had concluded its assignments. 


Such a plan would preserve the authority and responsi- 
bility of Congress with respect to tax legislation, while at 
the same time it would enable the Congressional Committee 
to utilize the experience and aid of competent private ex- 
perts. Its inauguration would be highly encouraging to all 
who are now lost in the tax maze, and the successful com- 
pletion of the task would be enormously stimulating to all 
taxpayers in the postwar period. 
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